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Investment Trusts in Great Britain
By James Wright
In view of the recent introduction to investors of bankers’
shares in the New York and Boston markets, a short article on the
operations of two representative trust companies in Great Britain
may be of interest. On the London stock exchange there are
listed about one hundred and fifty trust-company issues, and the
investments of these companies cover a world-wide field. This is
in contradistinction to the limited nature of the so-called bankers’
share trusts which confine themselves to a particular field in the
United States, such as railroads, public utilities or chain stores,
and make a small trust out of a selection of stocks in any one of
these groups. A Boston trust recently formed goes a step further
and has investments in five groups, viz. banking, railroads, public
utilities, industrials and insurance but also limited to the United
States. In this it is probably wise.
The primary idea behind the formation of these trusts is the
limitation of loss through the spreading of risks. As long as this
principle is intelligently applied the trust justifies its formation,
but in Great Britain prior to 1914 there was a great fetish (it was
preached far and wide), and that was the geographical distri
bution of investments. Now, if political conditions throughout
the world were always in a stable state, this geographical distri
bution would work out aright, but human nature being what it
is, the idea did not mature as expected. Under this scheme a
trust company might have investments in Russia, China and
Mexico and also have them in the United States, Canada and
Great Britain. This is a good geographical distribution but the
question is: Why invest at all in Russia, China or Mexico where
at any time, by revolutions or otherwise, investments are liable
to be swept away? So the geographical-distribution idea has
had to be strictly limited in recent years. Many of the British
investment trusts, while taking wide powers of investment in
their memorandum of association, have confined themselves
largely to mortgages and investments in the United States and
Canada, and these companies are amongst the most successful.
Up to 1914 the average rate of interest on investments was very
much higher in this country than in Great Britain, and many of
the trust companies made a great deal of money by cheap borrow
ing over there and lending money here at much higher rates. In
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many cases money would be borrowed at 4% in Britain and lent
at 7% or 8% in the western states so that considerable profits
accrued to the trust companies by means of this operation.
Since 1918 this method cannot be employed so successfully be
cause interest rates, the United States being a creditor nation,
have shown a tendency to come closer together in the two
countries, so that there is not the same “spread” upon which to
work. Probably the United States in course of time will have to
become a foreign lender on a large scale.
In recent years there has been a great reduction in the amount of
American investments held by British trust companies. During
the war many of these securities were commandeered by the
British government in financing the purchase of supplies for the
allies. A further cause for reduction was the premium on the
American dollar. There was a great temptation for the British
trusts to realize their American securities and so secure the
premium, at various times substantial, by selling out and remit
ting the dollar proceeds to Britain. So long as sterling stands
at a discount compared with the dollar there is not much induce
ment for British trusts to remit money here for investment. In
the course of time, when exchanges right themselves, further funds
will flow to this country from foreign sources.
Most of the British investment trusts are confined to London,
Edinburgh, Dundee and Glasgow. In the last-named town the
movement is of comparatively recent growth, but the companies
are under competent management and direction. The two
largest trust companies in Britain are the Industrial and General
Trust, Ltd., London, formed in 1889, and The Alliance Trust
Company, Ltd., Dundee, formed in 1888. The latter is probably
the largest and most successful company of its kind in the
country.
A perusal of the balance-sheet of the Industrial and General
Trust in a summarized form reveals the following:—
The Industrial and General Trust Ltd.
BALANCE-SHEET—MARCH 31, 1924

Assets
Investments..................................................................................
Loans, advances & sundryassets...............................................
Debenture stock expenses:
Balance to be writtenoff....................................................
Cash at bankers............................................................................

£5,723,266:0:0
64,448:0:0
50,000:0:0
53,616:0:0

£5,891,330:0:0
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Capital issued:
Debenture stock:
3½%............
4 %..............

Liabilities

£ 930,584:0:0
1,569,416:0:0

Preference stock:
4½% Cumulative.

£2,500,000:0:0
1,250,000:0:0

£3,750,000:0:0
1,250,000:0:0

Ordinary stock

Creditors........................................................................................
Reserve funds...............................................................................
Profit-and-loss account:
Balance at credit..................................................................

£5,000,000:0:0
96,879:0:0
675,000:0:0

119,451 :o:o
£5,891,330:0:0

This balance-sheet is drawn up in such a form as to illustrate
the main factors in the following remarks:—
Investments. From the above it will be observed that the
investments total £5,723,266 and they amount in number to 848.
The average holding is therefore £6,750 or, say, $30,375. A
criticism which may be offered is that the number of securities of
this company looks too large for close and competent supervision
and might with advantage be reduced in number.
As a general rule in the report and accounts for the financial
year the trust companies give some indication of the market value
of the investments compared with cost or book value. In this
case the report reads as follows:—
The market values at the date of the balance-sheet of such of the in
vestments as are quoted and the estimated values of the remaining
investments show the aggregate amount at which they stand in the
balance-sheet to be amply represented

Cash at Bankers. Ina trust company of this nature the amount
of cash required to be kept in bank is not material and as a general
rule is only nominal in amount either debit or credit.
Capital Issued. It will be noted that the fixed-interest-bearing
stocks, both debenture and preference, bear interest at very low
rates, ranging from 3½% to 4½%. These stocks represent .75%
of the issued capital so that the interest and dividends received
by the company in excess of the amount required to take care of
the interest on the debenture and preference stocks revert
entirely to the benefit of the holders of ordinary or common
stock. This is a very substantial gain as, in most cases, these
debenture and preference stocks are non-callable. In making
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fresh issues of capital most of the trust companies issue this in the
form of shares at a fixed price and these are subsequently split
into preference and ordinary stock, so that the ordinary stock
still has the benefit of a low-interest-bearing preference. This
policy has been of advantage to the trust companies as the two
classes of shares appeal to different types of investors. These
preference shares give a yield of about 5% and as a rule are very
well secured. They appeal to the conservative investor.
Reserve Funds. The reserve funds of this company amount to
£675,000 representing 54% of the ordinary stock.
Dividend Record. In 1912 the dividend was 9%, from 1913 to
1920 10%, from 1921 to 1923 the rate was 12% and during the
last year 12½%. In 1919a stock dividend of 20% was paid out
of the reserve fund.
Management. The direction and management of a British
trust company is in the hands of a board of directors and a
secretary, who also performs the duties of treasurer. A manager
may also be appointed. The board in this case consists of seven
members, the chairman being a chartered accountant and one
member being managing director. While the board can lay down
general lines of policy, the members cannot be expected to have
the time to give close attention to details. The appointment of a
first-class manager or secretary is therefore all important and in
this respect the trust companies are very well served owing to the
careful training which many of the trust company staffs have.
There is generally a well-trained man to carry on when occasion
requires.
It is a matter of pride to the accounting profession in Great
Britain that so many of its number are being chosen to direct
the destinies of trust and industrial concerns. Their training
makes them specially fitted for this work.
Distribution of Investments. The Industrial and General Trust
publishes in its annual report a fully detailed list of the invest
ments which it holds. This is not a common practice in Britain,
but it is one which might be followed by other companies, as, in
addition to giving stockholders full information regarding the
company’s affairs, it acts as a check on the directors by making
them give very careful consideration to the selection of invest
ments. This company also gives useful tables showing the
distribution, classification and denomination of securities held.
These tables being of great interest are shown as follows:
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Summary of Investments
i. Showing manner of distribution among different classes of under
takings.

Per Cent.
Industrial...................................................................................... 46.20
American and foreign railways.................................................. 21.23
Banks and financial...............................................................
9.72
Government securities and municipal loans.............................
9.34
Home and colonial railways.......................................................
7.44
Tramways and omnibus...............................................
3.91
Land and property......................................................................
1.66
Shipping.................................................................................................. 50
100.00

II. Showing classification according to localities.

Great Britain................................................................................
Argentine Republic......................................................................
British dominions and dependencies.........................................
South America, excluding the Argentine Republic..................
United States of America...........................................................
Asia and Africa, excluding British dominions and dependencies
Mexico and Central America.....................................................
Europe, excluding Great Britain...............................................

Per Cent.
38.17
14.53
14.32
14.19
6.99
4.77
3.68
3.35

100.00
III. Showing classification according to the denomination of securities.
Per Cent.
Bonds, and debenture and guaranteed stocks......................... 43 -93
Preference shares and stocks...................................................... 15.84
Ordinary and deferred shares and stocks................................. 40.23
100.00

As a whole, this company’s accounts, so far as detail is con
cerned, are a model for other trust companies to follow. The
directors are to be complimented on their courage in taking the
course they take, as it gives stockholders full information regard
ing the company’s affairs.
During recent years the tendency has been to swing to home
securities, but when exchanges right themselves money will flow
to the countries where it can be most profitably and safely
invested.
The balance-sheet of the Alliance Trust Company, Ltd., sum
marized is as follows:—
The Alliance Trust Company, Ltd.
BALANCE-SHEET—JANUARY 31, 1924

Assets
Investments:
At or under cost and after deduction of
contingent fund.................................................................
Sundry debtors.............................................................................
Cashat bankers............................................................................

£6,049,529:0:0
29,710:0:0
3,402:0:0
£6,082,641 :o:o
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Liabilities

Capital issued:
Preference stock:
4¼%.......................
4%...........................

£700,000:0:0
550,000:0:0
-------------- £1,250,000:0:0
Ordinary stock.........................................
550,000:0:0
-------------Creditors:
Debentures and loans............................. £2,776,095:0:0
Secured bank advances..........................
114,950 :o :o
Sundry creditors......................................
116,882 :o :o
-------------Reserve fund................................................................................
Profit-and-loss account:
Balance at credit..................................................................

£1,800,000:0:0

3,007,927 :o:o
1,171,250:0:0

103,464:0:0
£6,082,641 :o:o

Investments. The investments as shown above amount to
£6,049,529. In the early stages of this company’s career it was
mainly concerned with mortgage business in the western states of
America and even now it does a substantial business in mortgages
where cotton, grain and cattle lands are concerned. However,
the main trend of its investment business is now to bonds and
stocks, which give less trouble in looking after than the mortgage
business. In the latter the company at times has to take over
real estate in satisfaction of mortgages and this has to be carefully
nursed before it can be disposed of to advantage. The bond and
stock business now represents 62% of the company’s invested
funds and the mortgage end 38%.
In the note under investments will be found a reference to a
contingent fund. A practice has arisen in trust company business
to create such a fund which, it will be noted, is deducted from the
investment total. This fund is usually built up from capital
profits on the sale of securities and also by appropriations from
profits. The provision of a contingent fund, while it has many
advantages, has the great disadvantage that it can be used by the
management to bury “dead horses” and so conceal from share
holders the true result of transactions on the sale of securities.
Where the total of the contingent fund is disclosed, no great harm
can arise, because stockholders by comparing one year with
another can figure out pretty closely what is taking place, after
taking into account appropriations from revenue. In the
Alliance Trust the actual figure is not revealed, but the report
states that it is “at a figure representing about 4% on the total
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amount of our invested funds. ” In this case half a loaf is better
than none.
So far as the bond and stock business is concerned the com
pany gives the interesting information that £1,735,308, or 44%,
is invested in irredeemable securities and £2,171,063, or 56%, in
redeemable securities the average date of maturing in this case
being 1936.
A valuation of the bonds and stocks was made at the close of
the financial year and according to the directors’ statement
“shows their value to exceed the amount at which they stand in
the balance-sheet. ”
Capital Issued. It will be seen from the balance-sheet that the
ordinary stock of this company stands at a relatively small
figure compared to the total of the preference stocks and the
debentures and loans. These latter are all borrowed at a cheap
rate, the preference stocks being 4¼% and 4%, while the average
rate for the debentures at the close of the year was 4.65%. The
effect is that the ordinary stock, subject to the above influence of
cheap money, has a very high earning power and this is reflected
in the market price, which is £435 per £100 of stock. The
ordinary also naturally reaps the benefit of the reserve fund
amounting to £1,171,250.
The Alliance Trust also follows the usual practice of making
new issues of stock at a certain price, and the new issue is sub
sequently converted into preference and ordinary stock. As an
example, the company recently made a new issue of new shares of
£2 each at a price of £4:12: 6 a share in the proportion of two new
shares for every £22 of ordinary stock. Subsequently these £2
shares will be converted, one-half into 4% preference stock and
one-half into ordinary stock.
Reserve Fund. The reserve fund amounts to £1,171,250 and is
equal to 213% compared with the amount of ordinary stock
outstanding, so that the book value of the ordinary is 313% to
which has to be added the undistributed balance of profit-and-loss
account and also any unappropriated balance on the contingent
fund.
The reserve fund is created by transfers from profit-and-loss
account, and also by the premiums on new shares issued. On
reference to the preceding paragraph it will be seen that the
reserve fund will fall to be credited with £2: 12: 6 a share repre
senting the premium on the new issues. Exceptional profits may
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be credited either to this fund or to contingent fund. The actual
destination does not affect the situation.
Dividend Record. The record of the company in this respect
is excellent, which can easily be understood for the reasons given
above. From 1915 to 1920 inclusive the dividend was 19%.
In 1921 it was 20%, in the years 1922 and 1923 21% and for the
year ended January 31, 1924, it was 22%. The trust earned 34%
on its ordinary stock during the last financial year.
Management. In this case the board of directors consists of
five members, all experienced men associated with the staple
trades of jute and flax in the city of Dundee. There is also a
manager, a lawyer with a financial training, and a secretary, a
chartered accountant, who devote their whole time to the business
of the trust. Frequent visits are made to the United States and
Canada in order that the trust may be kept in close touch with
business conditions in those two countries. The trust has
numerous correspondents throughout the United States and
Canada and these report regularly to the head office on conditions
in their territory.
Taxation. In taxation of the company’s profits, it is disclosed
by the accounts that the income for the year amounted to
£387,145 while taxes were paid as follows:
British:
Income tax.......................................................
Corporation profits tax...................................

£72,546
4,368

Foreign taxes............................................................................

£76,914
6,389
£83,303

This is a very heavy item and represents almost 22% of the
income for the year. Income tax is charged up as a debit to
profit-and-loss account before the profit for the year is ascer
tained.
Owing to the limitation of space the above is necessarily a brief
resume of investment-trust business as carried on by typical
companies in Great Britain. The prime elements of success in
this class of business are first and foremost a good board of
directors, experienced management, careful selection of securities
and a constant watch on financial and economic conditions affect
ing countries where investments are made. When the above
requisites are observed, success in the investment-trust business
is assured.
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